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CROSS REFERENCE TO RELATED APPLICATIONS 

==) This application claims the benefit of priority under 35 U.S.C. § 1 19(e) to U.S. 
Provisional Application No. 60/539,526, filed January 26, 2004, titled "SYSTEM AND 
METHOD FOR THE CREATION AND DISTRIBUTION OF INCOME DEPOSIT 
SECURITIES," hereby incorporated by reference in its entirety. 

FIELD OF THE INVENTION 

=) The present invention relates to offerings of securities of a company, and in 
particular to the creation and offering of tradeable units, and methods relating to same. A 
tradeable unit representing both equity and debt of the company is constructed according to a 
predetermined ratio for the offering. 

BACKGROUND OF THE INVENTION 

=) When a private business seeks additional financing its choices are generally limited 
to either internal or external financing. Existing working capital, cash flow and profits limit 
internally- financed growth and generally impact the availability of external financing. 

Conducting an Initial Public Offering (IPO) gives a company many advantages including 
greater visibility in the marketplace, heightened legitimacy with customers, partners and vendors, 
and easier access to the capital marketplace. However, a private company's ability to raise funds 
in an IPO has certain limitations. The IPO marketplace generally favors companies with high 
growth characteristics, such as those involved in leading edge technologies or businesses; 
whereas mature, stable and modest-growth companies are often not well-received by, or are 
otherwise unable to successfully access the IPO marketplace. 

In Canada, mature, stable and modest-growth companies are able to successfully access 
the IPO marketplace to raise public capital through the use of a vehicle known as an Income 
Trust. Under this Income Trust structure, a company issues subordinated debt and common 




shares to a trust which is organized exclusively for this purpose. The trust obtains the funding to 
purchase such debt and equity of the company by selling trust certificates which constitute an 
ownership interest in the trust to the public. The trust's trustees have discretion to issue 
dividends to trust certificate holders consistent with their fiduciary responsibility to the trust. 
Thus, through this Income Trust vehicle, a company is able to raise public capital even though it 
may not be an otherwise traditionally attractive candidate for the IPO marketplace. 

However, in the Income Trust vehicle, owners of the trust certificate have no direct 
ownership interest in either the equity or the subordinated debt of the company. Instead they 
have an ownership interest in the trust itself, and they derive their income from the interest and 
dividends paid to the trust. The holders of the trust certificates do not have any direct voting 
rights over or control of the company whose securities are held by the trust. The Income Trust 
structure is very popular in Canada to both companies and investors, but its structure is not 
desirable for the U.S. market, not only because it lacks direct ownership, but also because the 
U.S. legal and regulatory framework makes it practically impossible to replicate here. Even if 
the income structure was replicated in the U.S., the company management acting as trustees of 
the trust would not be well received or accepted in the marketplace. 

Accordingly, there is a need for a financial unit which provides capital raising capability 
to certain companies, while also providing holders of the financial unit with direct ownership 
interest in the equity and the debt of a company. Such a financial unit's structure is capable of 
fulfilling the needs of public investors for a high current yield security, which at the same time 
provides direct ownership in the securities comprising the tradeable unit, while also overcoming 
the historical reluctance of investors to participate in public offerings for companies that have 
lower growth profiles and are typically not favored by the IPO marketplace. Further, missing 
from the art is a tradeable unit for a company representing the equity and the debt which is fully 
fungible with prior series of similarly structured units. The present invention can satisfy one or 
more of these and other needs. 



SUMMARY OF THE INVENTION 

=) The present invention relates to capital offerings by a company and provides a 
financial unit representing both equity and debt ownership interests in a company, which is 
suitable for the capital offering. In accordance with one aspect of the invention, an article 
suitable for trade as a unit represents equity shares and debt in a prescribed way and in a 
predetermined ratio, while providing direct ownership of the equity shares and debt. 

In accordance with another aspect of the invention, an article suitable for trade as a unit 
in a subsequent offering includes a second debt, which is interest bearing at the same rate as, and 
until the maturity date of, a first debt. The equity shares and debts are represented in the 
predetermined ratio while providing direct ownership of the equity shares and debts. 

In accordance with yet another aspect of the invention, a software reference associates the 
equity and debt of the tradeable unit to a unique number that is suitable for facilitating the 
clearing and settlement of any purchases and sales of the tradeable unit. 

In accordance with a further aspect of the invention, a method establishes an article 
suitable for trade as a unit in an offering by the company and includes the steps of defining a 
capital structure that includes equity shares of the company and debt of the company in a 
predetermined ratio, submitting a request to register the equity and debt for the offering, 
requesting the association of these securities, depositing the debt and equity together under a 
single, unique number which represents both the equity and debt, and offering the tradeable unit 
for purchase and sale. 

A method for establishing follow-on tradeable units for subsequent offerings according to 
still further aspects of the invention includes the steps of defining a capital structure that includes 
additional equity shares and additional debt in the predetermined ratio, recalling the first 
tradeable unit and requesting the disassociation of its constituent components, requesting the 
association of the constituent components and the additional equity and additional debt according 
to the same predetermined ratio, depositing the components, additional equity and additional 
debt together under a single, unique number which represents all of the deposited securities, and 
offering the tradeable unit for purchase and sale. 
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In accordance with yet another aspect of the invention, a method for marketing 
constituent components of a tradeable unit, which is identified by a unique reference number and 
jointly represents equity and debt as its constituent components, includes the steps of obtaining 
dominion over the tradeable unit from a holder, separating the constituent components, and 
effecting the transfer of the equity or debt from the holder. 

These and other aspects, features, steps and advantages can be further appreciated from 
the accompanying drawing Figures and description of certain illustrative embodiments. 

BRIEF DESCRIPTION OF THE DRAWING FIGURES 

=) Figure 1 is a flow diagram illustrating steps in accordance with an embodiment of the 
invention; 

Figure 2 is a flow diagram illustrating steps in accordance with another embodiment of 
the invention; 

Figure 3 is a flow diagram illustrating steps further incorporated within the embodiment 
illustrated in Figure 1 ; 

Figure 4 is a flow diagram illustrating steps further incorporated within the embodiment 
illustrated in Figure 2; 

Figure 5 is a flow diagram illustrating steps in accordance with a third embodiment of the 
invention; 

Figure 6 depicts the structure of the tradeable units created by the embodiment shown in 
Figure 1; 

Figure 7 depicts the structure of the tradeable units created by the embodiment shown in 
Figure 2; and 

Figure 8 depicts the capital structure for a company resulting from the embodiments 
shown in Figures 1 and 2. 



DETAILED DESCRIPTION OF THE ILLUSTRATIVE EMBODIMENTS 

==) By way of overview and introduction, presented and described are embodiments of 
an article suitable for trade as a unit, where the article is a tradeable unit representing both the 
equity and the subordinated debt of a company. Preferably, the tradeable unit is a registered 
security that is suitable for a public offering of the company. The tradeable unit can be designed 
to allow the company to distribute nearly all of its free cash flow to its investors and to be a 
financially engineered security which represents a predetermined ratio of equity and 
subordinated debt issued by a company. The tradeable unit can generate a high current return on 
an investor's capital with some additional modest growth potential, while also creating an 
efficient capital structure for the company. The current yield can be engineered to return a 
desired return on capital. Under current conditions present in the marketplace, this yield is 
expected to be between 8 and 12 percent. However, a person of ordinary skill in the art knows 
that as conditions change the expected yield is subject to change either upwards or downwards. 

Several embodiments are presented which include subordinated debt in the tradeable unit. 
Senior subordinated debt can be within the scope of these embodiments. Further, the invention 
is not limited to embodiments which only include subordinated debt in the tradeable unit. 
Embodiments which include only senior debt are also within the scope of the invention, as well 
as embodiments which may include senior debt, senior subordinated debt and subordinated debt, 
in any combination. 

A candidate company for the creation and offering of these tradeable units preferably has 
a historical growth rate that is modest, stable and predictable. Such a company may have long- 
term and exclusive contracts or a protected position within its business sector, and/or a 
diversified customer base which better assures that the candidate company's business is stable 
and predictable. Desirably, a candidate company has predictable capital expenditure 
requirements and has experienced senior management, but lacks sufficient opportunities to invest 
its free cash flow at attractive rates of return. 



The article suitable for trade as a unit, which is an embodiment of the invention, is also 
referred to as an Income Deposit Security (IDS), e.g., in Securities and Exchange Commission 
filings made by the present assignee. The terms "article", "unit", "tradeable unit", "Income 
Deposit Security" and "IDS" are used interchangeably throughout the disclosure and each term 
has the same meaning as the other. 

Figure 1 presents a flow diagram for Process 100, which is a method in accordance with 
an embodiment of the invention. In conjunction with Figure 1, Figure 8 depicts one form into 
which the capital structure of an operating company can be organized after undergoing Process 
100 of Figure 1. 

With reference to Figure 8, the capital structure 800 of the operating company 830 is 
shown. A new credit facility 810 contains senior debt and provides the company with a 
revolving credit facility and/or a term loan. Optionally, the operating company 830 wholly owns 
subsidiary companies 820, which are depicted in dashed outline. In one embodiment the 
operating company is wholly owned by a holding company 840, depicted in dashed outline. The 
holding company 840 may have no operations itself, but owns an interest in the operating 
company. Therefore, the holding company is dependent on the cash flow of the operating 
company, and any subsidiaries, to meet its own obligations. If the capital structure 800 includes 
the holding company, the new credit facility 810 is an obligation of the holding company 840; 
this obligation is depicted in dashed line. The operating company 830, or the holding company 
840, if present, issues tradeable units representing the equity and debt of the company in 
accordance with Process 100 of Figure 1. Holders of the tradeable units can be the Existing 
Equity Investors 850, Management 860 and/or members of the Public 870 participating in the 
offering. Alternatively, the Existing Equity Investors may own shares of common stock or 
preferred stock. The three groups of holders can be in any proportion, but a typical distribution 
could be about 18% to Existing Equity Investors, 2% to Management and 80% to the 
participating Public. 

The following discussion describes Process 100 in Figure 1 and refers to the structures 
depicted in Figure 8. At step 1 10, the operating company 830 is selected as the candidate for the 
offering of tradeable units. As previously detailed, the ideal candidate operating company is 



among the leaders in its business sector and has a diversified client base, preferably one that is 
obligated by long-term and exclusive contracts with the company, and a stable and predictable 
stream of revenues and cash flows. At step 120, the new credit facility 810 is created having 
secured senior debt. The company 830, or optionally the holding company 840, enters into a 
new credit facility 810 and guarantees the new credit facility to the lenders on a senior basis. 
Credit facility 810 provides either a revolving credit facility or a term loan facility, or both. The 
new credit facility 810 assures that the company's management will have a discretionary source 
of accessible capital. 

With the formation of the credit facility 810, the company enters into agreements, step 
130, defining and imposing operational and financial restrictions. These agreements restrict the 
company management in making certain financial decisions so that the interests of the senior 
creditors of the credit facility 810 are protected. Holders of the tradeable units are subject to 
covenants recited in these agreements. The new credit facility agreements restrict the ability of 
the company, under certain circumstances, to pay interest on subordinated debt and to pay 
dividends on its equity. However, the new credit facility, as a preferred modest departure from 
standard credit facility agreements, does not obligate the company to retain capital which is in 
excess of its senior debt obligation within the company, and instead permits the company to pay 
interest on the subordinated debt and dividends on the equity within the tradeable unit when 
conditions allow. The terms contained within these agreements, such as the clause above, are of 
a nature that modestly depart from the more standard terms typically found in such senior credit 
facilities, however, they do not create any obstacle which a person of ordinary skill in the art 
cannot overcome in placing the new credit facility among financial institutions. 

In Figure 1, at step 140, a tradeable unit of the preferred embodiment is financially 
engineered to represent an amount of subordinated debt and common stock that results in a 
current yield based on combined interest on the subordinated debt and dividends on the common 
stock which is desirable to investors. A predetermined ratio of one share of common stock to an 
amount of subordinated debt is selected to provide a desirable return on investment. Current 
market conditions and leverage levels in public leveraged transactions determines the maximum 
amount of subordinated debt available to the company. Typically, the company issues a portion 
(approximately 10%) of the issued subordinated debt to the public separately, i.e., outside of the 



IDS structure, at the time the tradeable units are issued. The subordinated debt can be notes, 
bonds, debentures or promissory notes issued by the company having a principal value and a rate 
of interest ascribed thereto. Preferably, the subordinated debt is guaranteed by one or more 
subsidiaries of the issuing company, but on an unsecured subordinated basis. 

The following considerations can constitute the financial engineering associated with 
determining the predetermined ratio in one embodiment of a tradeable unit. First, as is 
understood by persons of skill in the art, prevailing market conditions determine the interest rate 
payable by newly issued debt. Second, the value associated with an amount of the company's 
equity, such as in the form of shares of common stock, is dependent on market conditions of a 
different nature. The value of a share of stock is based on a large number of factors, including 
but not limited to the percentage of ownership in the company the share represents and the 
amount of debt outstanding under the new capital structure. The company's value, although 
based on multiple quantifiable factors (e.g., price-earnings ratio, net asset value, enterprise value 
to cash flow) is also partly based on unquantifiable factors including market condition and 
investors' perception of the company or of the offering being made. 

Owners of a privately held company desiring to raise public capital through the use of 
this tradeable unit structure first determine the gross amount of capital they wish to raise in the 
offering. This capital structure requires the issuance of both a quantity of equity in the company 
and debt of the company. A determination is made of the amount of cash flow available for 
interest payments on the subordinated debt and dividend payments on the equity shares, which 
are both to be represented by the IDSs. A target initial yield per IDS unit is chosen reflecting the 
weighted average of the current market interest rate on the subordinated debt and a target 
dividend yield on the equity shares. Dividing the amount of cash flow available for interest on 
the subordinated debt and dividends on the equity shares by the previously chosen target IDS 
yield results in the total value of all the IDSs which can be registered. Based on the foregoing, a 
person of skill in the art can understand that the offering price per IDS is determined by the 
prevailing market conditions. 

The amount of equity ownership to be offered can be determined by equating the 
offering's ownership percentage to the value of the company as a whole. For example, the value 
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of the equity shares to be represented by the EDSs is calculated as the value of the total IDSs 
outstanding (i.e., the amount of IDSs to be registered) less the amount of subordinated debt 
represented by the IDSs. The value of such equity shares can be in addition to the value of any 
other equity held separately (i.e., outside the EDS structure). The corresponding initial dividend 
yield on the equity shares represented by the EDSs is then the estimated annual dividends payable 
to IDS holders, based upon a stated dividend policy adopted by the Board of Directors of the 
company, divided by the total initial value of the equity represented by the IDSs. 

Because the candidate company for the offering is preferably a relatively stable and 
predictable business, it is able to prudently distribute nearly all its free cash flow to the holders of 
the IDSs in the form of interest and dividend payments. The portion of the cash flow needed for 
debt service in the form of interest payments to IDS holders is calculable from the principal 
value of the debt and its interest rate. The balance of the free cash flow is then available to be 
distributed as dividend payments to holders of the equity. This process can repeated and 
adjusted until a balance of the principal value of debt, the percentage of ownership in the 
offering, and the dividend and interest payments sufficiently satisfy financial market conditions. 

By way of example, in accordance with the above embodiment, a company issues equity 
in the form of common shares having a value of $9.00 per share, and paying a dividend of 8.3% 
annually. The company also issues subordinated debt with a predetermined principle value of 
$6.00 per subordinated note paying interest at a rate of 13.5% annually. The IDS can represent 
one share of common stock ($9.00 value) and $6.00 principal amount of a subordinated note, 
thus, the initial value of each IDS would be $15.00. This value for an IDS is selected based on 
criteria known to persons skilled in the art of finance marketing — e.g., what will investors be 
willing to pay for portions of ownership interest. The holder of such an IDS would be paid $0.75 
in annual interest and $0.81 in annual dividends, totaling $1.56 annually. Thus, the IDS would 
initially yield the holder $1.56/$15.00 or 10.4% annually. The amount of subordinated debt and 
equity represented by a unit of the IDS is allocated in a predetermined manner, so that the 
amount of IDSs sold to the public multiplied by their offering price equals the value of capital to 
be raised in the IDS offering. 



Referring again to Figure 1, as is known in the art, a registration statement containing a 
prospectus is filed with the Unites States Securities and Exchange Commission (SEC), step 150, 
seeking approval for the public issuance of equity and debt by the company. After obtaining 
regulatory permission to proceed, the company and its underwriters then solicit offers to 
purchase the equity and the debt constituted to form the tradeable units, step 160. At step 170 
public solicitation for offers to purchase are extended. After sufficient offers to purchase are 
generated, the registration statement is declared effective by the SEC, the price for the tradeable 
units is set by the underwriters and the offers to purchase from the public are accepted and 
confirmed. Typically, the tradeable units begin trading on a national securities exchange 
immediately thereafter, and a closing occurs several days later, step 1 80. 

Prospectuses or offering documents to be filed in other countries are similarly submitted 
to the proper regulatory agency having jurisdiction over these matters within those other nations. 
After approval, the process of soliciting offers to purchase through the initial trading of the units 
follows the approach outlined above, but adjusted as necessary to conform precisely with local 
regulations. 

Each of the common stock, subordinated debt and tradeable units are themselves 
considered separate securities under the Securities Act of 1933, and as such are each registered 
for sale under the registration statement referred to above. Each of the common stock, 
subordinated debt and tradeable units are assigned references that make each security uniquely 
identifiable. As is known in the art, the Committee on Uniform Securities Identification 
Procedures (CUSIP) has devised a numbering system to uniquely identify securities. A CUSIP 
number identifies most securities, including: stocks of all registered U.S. and Canadian 
companies, bonds and notes of U.S. companies, other securities of U.S. companies, and U.S. 
government and municipal bonds and notes. The CUSIP system — owned by the American 
Bankers Association and operated by Standard & Poor's — facilitates the clearing and settlement 
process of securities. The number consists of nine characters (including letters and numbers) 
that uniquely identify a company or issuer and the type of security. The CUSIP number is 
unique to each security and facilitates the clearing and settlement of any purchases and sales of a 
security. A unique CUSIP is assigned to each of the common stock, the subordinated debt and 
the tradeable unit. 



The Deposit Trust Corporation's (DTC) UNIT system is applicable to implementing the 
offering of tradeable units representing the subordinated notes and equity (i.e., shares of common 
stock), collectively referred to herein as "securities." The DTC UNIT system associates a 
CUSIP number with the security certificate numbers. The UNIT system will associate any tax 
consequence arising from Original Issue Discount (OID) to the debt. Further, the DTC UNIT 
system is capable of accommodating follow-on issuances of tradeable units that are fungible with 
the initial IDS offering, in accordance with another embodiment of the invention described 
below. 

The system implemented by DTC brings efficiency to the securities industry by retaining 
custody of some two million securities issues. By representing securities through CUSIP 
numbers, DTC effectively "dematerializes" the securities, so that they exist as electronic files 
rather than as countless pieces of paper. The CUSIP number is a software reference stored in a 
record of a hierarchal computer database. Other data which could be stored in records under the 
hierarchy associated with a CUSIP number are the certificate numbers of the securities, whether 
Original Issue Discount exists for debt, and other parameters. 

DTC is a limited purpose trust company organized under the laws of the State of New 
York, a "banking organization" within the meaning of the New York State Banking Law, a 
member of the Federal Reserve System, a "clearing corporation" within the meaning of the 
Uniform Commercial Code and a "clearing agency" registered under Section 17A of the 
Securities Exchange Act of 1934. DTC was created to hold securities for its participants and to 
facilitate the clearance and settlement of securities transactions between its participants through 
electronic book-entry changes to the accounts of its participants. DTCs participants include 
securities brokers and dealers, including the underwriters, banks and trust companies, clearing 
corporations and other organizations. Indirect access to DTCs system is also available to others 
such as banks, brokers, dealers and trust companies. These indirect participants clear through or 
maintain a custodial relationship with a DTC participant, either directly or indirectly. The rules 
that apply to DTC and its participants are on file with the SEC. 

DTC has no knowledge of the actual beneficial owners of the securities. DTCs records 
reflect only the identity of the direct participants to whose accounts such securities are credited, 



which may or may not be the beneficial owners. The participants are responsible for keeping 
account of their holdings on behalf of their customers. Transfers of ownership interests in the 
securities are accomplished by entries made on the books of participants acting on behalf of 
beneficial owners. Beneficial owners do not receive certificates representing their ownership 
interests in the applicable security except in the event that use of the book-entry system for the 
securities is discontinued. 

Holders of IDSs are the beneficial owners of the common stock and subordinated notes 
represented by the IDSs. Through their broker or other financial institution and DTC, holders 
have exactly the same rights, privileges and preferences as any other owner of common stock 
and subordinated debt. These rights, privileges and preferences include, but are not limited to, 
voting rights, rights to receive distributions, rights and preferences in the event of a default under 
the indenture agreement governing the subordinated notes, ranking upon bankruptcy and rights 
to receive communications and notices. 

Retaining the holders' direct ownership interests in the equity and debt represented by the 
tradeable units is a distinguishing feature over the conventional financial units previously 
available. In particular, companies could gain access to the IPO marketplace by issuing 
subordinated debt and common shares to an income trust which was organized exclusively for 
this purpose. Conventional trust certificates are then sold to the investing public, but these 
certificates did not give their holders any direct ownership interest in either the equity or the 
subordinated debt of the company. Instead, the holders merely held an ownership interest in the 
trust itself, which derives its income from the interest and dividend owed to the trust as the 
owner of the equity and debt interests. Thus, the trust is a holding entity which is disposed 
between the trust certificate holder and the underlying equity and debt. A salient aspect of the 
present invention, which markedly departs from the prior art, is that holders of the tradeable unit 
have a direct ownership interest in the underlying equity and debt without the interposition of a 
holding entity and free of any trust certificates. 

Preferably, the IDSs are posted in book-entry form only, and a nominee of the book-entry 
clearing system is the sole registered holder of the IDSs. Holders of the IDSs are therefore not a 
registered holder and do not receive a certificate evidencing the holder's right to the IDSs. 



Reliance is placed on the holder's individual broker or financial institution, which maintains the 
book-entry position, to receive the benefits and exercise the rights of a holder of IDSs. 

DTC, or an equivalent depositary, acts as a securities depository for the IDSs The 
subordinated notes and the shares of company common stock represented by the IDSs can be 
represented by one or more global notes and global stock certificates. The global notes and 
global stock certificates are issued in fully-registered form in the name of the depositary's 
nominee; DTC's nominee being Cede & Co. 

Purchase of the IDSs is preferably conducted in accordance with the Book Entry 
Procedures of the DTC system or through direct and indirect participants, including The 
Canadian Depository for Securities Limited (CDS). The participant that a holder purchases 
through will receive a credit for the applicable security on DTC's records. If a purchase of an 
IDS is made in Canada, the holder will hold the interest in the IDS through a dealer which is a 
registered CDS participant, and through the DTC participant account maintained by CDS. The 
ownership interest of each actual purchaser of the applicable security, known as a "beneficial 
owner," is recorded on the participant's records. Beneficial owners do not receive written 
confirmation from DTC of their purchases, but beneficial owners receive written confirmations 
providing details of their purchase and sale transactions, as well as periodic statements of their 
holdings, from the DTC or CDS participant through which the beneficial owner entered into their 
purchase and sale transactions. 

With further reference to Figure 1, after issuance of the tradeable unit, the company is 
obligated to pay interest, step 185, in accordance with the predefined agreements entered into at 
step 130. In addition, it is anticipated that the company's Board of Directors will establish a 
dividend policy and declare dividends at the rate specified in the Prospectus. Upon maturity of 
the debt, step 190, the company at its option can redeem the debt by paying the holders the 
principal value. Alternatively, the company can refinance the debt by issuing a new 
subordinated debt, borrowing from the credit facility 810, or by applying other debt refinancing 
techniques known in the art. 

As described above the tradeable unit represents a ratio of equity, in the form of common 
stock, to a principal amount of subordinated debt, in the form of a note, bond, a promissory note, 



or a debenture. The ratio of equity to debt represented by an IDS is subject to change in the 
event of a stock split, recombination or reclassification of the company's common stock. For 
example, if the company undergoes a two-for-one stock split, from and after the effective date of 
the stock split, each EDS will represent twice the shares of common stock and the same principal 
amount of subordinated debt as it previously represented. The DTC UNIT system 
accommodates this event by assigning each new share of common stock with the already existing 
CUSIP number. Likewise, if the company effects a recombination or reclassification of its 
common stock, each IDS will thereafter represent the appropriate number of shares of common 
stock on a recombined or reclassified basis, as applicable, and the same principal amount of 
subordinated notes as it previously represented. Following the occurrence of any such event, the 
company typically discloses to the appropriate regulatory agency the changes in the ratio of 
common stock to principal amount of subordinated notes as a result of such event. For instance, 
a Current Report on Form 8-K would be filed with the SEC. Similarly, other jurisdictional 
requirements are complied with by filing the necessary appropriate documentation with that 
jurisdiction's regulatory agency. 

Holders of IDSs can voluntarily separate or recombine their IDSs. Preferably, the 
predefined agreements assure that there is a lock-up period after the initial offering of the IDS 
units and after the occurrence of a change of control, during which a separation can not be 
performed. Preferably the lock-up period is on the order of forty-five days. Holders of IDSs 
can, through their broker or other financial institution, separate the IDSs into the shares of equity 
and subordinated debt represented by the IDS. Further, any holder of shares of the company's 
common stock and subordinated debt may, at any time, through their broker or other financial 
institution, combine the necessary number of shares of common stock and subordinated notes to 
form IDSs, 

In accordance with an embodiment of the IDS, upon the occurrence of certain events the 
IDSs are automatically separated into the shares of common stock and subordinated notes 
represented thereby. Exemplary events triggering automatic separation include the exercise by 
the company of its right to redeem all or a portion of the subordinated notes, which may be 
represented by IDSs at the time of such redemption; arrival of the date on which principal on the 
subordinated notes becomes due and payable, whether at the stated maturity date or upon 



acceleration thereof; or if DTC is unwilling or unable to continue as securities depository with 
respect to the IDSs or ceases to be a registered clearing agency under the Securities Exchange 
Act of 1934 and a successor depositary is not available. 

Figure 6 illustrates the structure of the tradeable unit offered under Process 100. At the 
time of the initial public offering of a tradeable unit the following three CUSIP numbers are 
assigned: IDS I CUSIP 600, Equity CUSIP 610 and Debt CUSIP 620. The IDS I CUSIP 600 
identifies the tradeable unit held by the public, and represents a financially engineered ratio of 
equity and debt (e.g., common stock and notes). The Equity CUSIP 610 identifies the common 
stock owned by the holder of the IDS, and similarly, the Debt CUSIP 620 identifies the 
subordinated debt owned by the holder of the IDS. In one embodiment. Debt CUSIP 620 can 
represent an original tranche of notes. The IDS I CUSIP 600 is suitable for being publicly traded 
on a stock exchange, e.g., the American Stock Exchange (AMEX), the New York Stock 
Exchange (NYSE) or the Toronto Stock Exchange. Each holder of IDS I CUSIP can separate 
the IDS I CUSIP and receive a position in the constituent securities (Equity CUSIP 610 and Debt 
CUSIP 620). 

Figure 3 depicts Process 300, which illustrates the steps of creating the structure of IDS I 
CUSIP 600. At step 310, equity shares, for example common stock, are issued, and, at step 320, 
a tranche of debt with a predetermined maturity date and a particular interest rate is issued. The 
particular interest rate is pre-designated and may be either a fixed rate or one that varies with 
respect to a financial benchmark or reference, as is known in the art. At steps 330 and 340, 
CUSIP numbers representing the equity and debt are assigned. The equity and debt are 
financially engineered, step 350, in the predetermined manner described above, to obtain a 
predetermined ratio. At step 360, a CUSIP number is assigned to tradeable units that represent 
the CUSIP numbers for the equity and debt. 

In accordance with one embodiment, the DTC UNIT system can accommodate follow-on 
(i.e., subsequent) offerings by issuing new securities under a new CUSIP number, while 
automatically, and simultaneously, exchanging a portion of the holders 5 interests in the initial 
IDS units for like interests in the follow-on or subsequent offering of IDS units. This feature 
also distinguishes the tradeable units over the current art where notes are presently issued in a 



follow-on offering under a new CUSEP number, due among other reasons to the potential 
presence of Original Issue Discount (OID). 

OID is a tax consequence attributable to an investment in a note, bond, or other type of 
debt instrument when such instrument is issued at a discount to its par or stated value. If interest 
rates have risen since the initial IDS offering, the notes which comprise part of the IDS may have 
a discounted market value, determined by market conditions. In order to achieve fungibility of 
the new notes with the old notes, the new notes are issued at the same interest rate as the 
preexisting notes, and must be issued at a discount to face value so as to reflect the current, 
higher market interest rate. Upon maturity, the face value of the new note is paid to the holder. 
Thus, a holder of a note with OID gets a return on investment which is equal to the prevailing 
interest rate through a combination of (1) cash interest paid out over the term of the discounted 
note, plus (2) the accretion from purchase price to face value received at the note's redemption. 

For example, a company issues a debenture having a ten year term and paying interest at 
8% annually. The interest rate is determined by the prevailing market conditions which is 
influenced by the U.S. Treasury rate, a credit spread between the Treasury rate and market 
demand, the company's own credit worthiness and the term of the debt. Say, three years later, 
the company wants to issue additional debt and the prevailing interest rate has increased. In 
order for the two series of debt to be identical, the second debt needs to be issued at the same 
stated interest rate as the first and have the same maturity date. However, investors will not be 
willing to purchase the second debt if it is paying the same interest rate as the first debt (8%) at a 
time when the market is demanding higher rates. To overcome this problem the second debt is 
sold at a discount from face value. Upon maturity, the second debt will be redeemed at face 
value, although it was sold at a discount to face value. An investor holding the debt until 
maturity will receive the sum of interest payments over time plus the face value of the debt, such 
that the yield is equivalent to the prevailing interest rate being demanded by the marketplace at 
the time of issuance. The movement of a debt's discounted purchase price at the time of issue, to 
the full face value at redemption is known as accretion. The second debt is assigned its own 
unique CUSIP number which tracks the associated accretion, or OID attached to the debt. 



♦ 



The two series of debt equate economically and give current buyers of either the rate of 
return then prevailing in the marketplace. The actual notes themselves will be identical in every 
respect, except because the new debt was issued at a discount from its stated value and accretes 
over time, its carries OID for federal income tax purposes associated with its CUSIP. 

In the follow-on embodiment of EDS there is a need to homogenize, to the extent 
possible, the two series of debt. This need is new and has never existed in the marketplace 
before. This need now exists because the two series of debt are to be associated with equity in 
the follow-on tradeable unit which represents the debts and equity. 

If the Issuer issues additional IDSs in a follow-on offering and the debt issued in 
connection therewith can be sold without OID, such issuance of debt could be made under Debt 
CUSIP 620. Additional common stock would be issued under the Equity CUSEP 610, and 
additional IDSs would be issued under the IDS I CUSIP 600. However, if there has been a 
change in the interest rate market at the time an Issuer issues additional IDS in a follow-on 
offering, the debts issued in connection therewith may need to be sold with OID or at a premium. 

When prevailing interest rates have fallen since the issuance of the initial series of debt, 
the second debt will be sold at a premium. The subsequent series of debt would be issued paying 
the same interest rate as the first series of debt, but are sold at a premium above its stated face 
value. A holder of the note is paid face value at redemption, but having received a higher 
interest rate during the life of the debt this loss is offset to net the holder the equivalent return of 
the lower prevailing rate. These two series of debt are identical and indistinguishable, and can be 
homogenized together to form the debt portion of a subsequent tradeable unit. 

In addition to the foregoing, another innovation of the tradeable unit is a customized 
feature of the debt itself. Unlike most typical debt, the debt paired with the common stock to 
form the tradeable unit has a more customized Restricted Payment Test (i.e., Dividend Blocker 
Test) which if not customized, would otherwise prevent dividend payments being made to the 
holders of the common stock. The IDS debt component has a tailored and customized Restricted 
Payment Test which allows for a sufficient amount of the company's free cash flow after 
payment of interest on the debt to be paid as dividends on the common stock. 



Figure 2 illustrates Process 200, which is a method for creating tradeable units suitable 
for use in a follow-on or subsequent offering. After a company has issued IDSs, the 
management may decide to raise more capital by engaging in a subsequent offering of IDS units. 
The company then must define a capital structure for the subsequent offer. This capital structure 
requires the issuance of additional equity shares in the company and additional debt of the 
company. At step 210, a second registration statement is prepared and filed with the SEC. The 
company then, through its underwriters, solicits offers to purchase additional shares of common 
stock and a second series of subordinated debt, step 220, in predetermined amounts so as to raise 
the desired amount of capital. The second series of debt bears the same maturity date and 
interest rate as the already issued debt. After sufficient demand for the offering is generated, the 
offering is consummated step 230. 

In order for the IDSs of the subsequent offering to be fungible with the IDSs issued in the 
earlier offering, it is necessary for the IDSs already in the market to be "blended" with the 
follow-on IDSs to create a homogenous pool of IDSs comprising both the earlier and the 
subsequent issues. Thus, as a salient part of this embodiment of the present invention, holders of 
the initial offering of EDSs, by their purchase, give their consent to, in the future, permit 
automatic and simultaneous recall and replacement of the existing IDSs upon the issuance of 
follow-on IDSs with a "blend" of original IDSs and subsequent IDSs in the correct ratio. At step 
240, the reference numbers which represent the underlying equity and debt of the original IDSs 
are disassociated from the reference number which represents the existing EDSs. The reference 
numbers for the separated debt of the already issued IDS and the second series of debt are 
associated together, step 250, under a single reference number to form a sub-unit which contains 
a predetermined amount of principal value. The debt sub-unit and the equity shares are then 
financially engineered, step 260, in the manner previously described, to obtain a predetermined 
ratio and a pre-desigilated, particular interest rate. At step 270, the tradeable unit representing 
the debt sub-unit and the equity shares is allocated automatically and simultaneously to holders 
of the existing IDSs and participants in the follow-on offering. After issuance of the subsequent 
offering, the company pays or defers interest and dividends in accordance with the predefined 
agreements, and redeems or restructures the debt upon maturity. As described above, the follow- 
on embodiment of the tradeable unit is issued with debt that can be effectively "homogenized" so 
that the first and second series of debts represented by the follow-on tradeable unit are fungible. 



Figure 4 illustrates Process 400, which creates the follow-on tradeable unit. At step 410, 
all existing IDS units, exemplary represented by IDS I CUSIP 600, will be automatically 
separated into the constituent securities of Equity CUSIP 610 and Debt CUSIP 620. New notes 
are issued, step 420, under a new CUSIP number, e.g., Debt 2 CUSIP 720 as depicted in Figure 
7. The old notes of Debt CUSIP 620 and the new notes of Debt 2 CUSIP 720 automatically will 
be associated, step 430, with a newly established indivisible unit, Lower Unit A CUSIP 730 of 
Figure 7, which has its own unique CUSIP number assigned at step 440. The Lower Unit A 
CUSIP comprising Debt CUSIP 620 and Debt 2 CUSIP 720 is financially engineered, step 450, 
in the proportions of the principal amount of Debt CUSIP 620 to the principal amount of Debt 2 
CUSIP 720. A new tradeable unit, IDS II CUSIP 700, with its own unique CUSIP number, step 
460, replaces IDS CUSIP 600. At steps 470 and 480, the new IDS II CUSIP 700 is credited to 
the accounts of all prior holders of IDS CUSIP 600 and purchasers participating in the follow-on 
offering. 

Figure 7 depicts the structure of the follow-on IDS that is created by Process 400. As 
described above, the IDS II CUSIP 700 comprises common stock represented by Equity CUSIP 
610, and the Lower Unit A CUSIP 730, which in turn associates Debt CUSIP 620 and Debt 2 
CUSIP 720. 

If the company so chooses, any additional follow-on offerings involving the issuance of 
new notes with significant OLD can be made in substantially the same way as described above. 
Such a subsequent follow-on offering requires the separation of both the unit held by the public 
(e.g., IDS II CUSIP 700) and the unit representing the two previous debt tranches (e.g., Lower 
Unit A CUSIP 730), followed by the creation of a new unit, a Lower Unit B CUSIP (not shown) 
which replaces the Lower Unit A CUSP, but represents three debt tranches — i.e., Debt CUSIP 
620, Debt 2 CUSIP 720 and a Debt 3 CUSIP (not shown). Additionally, a new unit IDS III 
CUSIP (not shown) is created to replace IDS II CUSIP 700, and represents the Equity CUSIP 
610 and the new Lower Unit B CUSIP. 

In an alternative embodiment, a follow-on subsequent offering retains the CUSIP 
assigned to IDS I CUSIP 600. Instead of receiving a separate, unique IDS II CUSIP 700, the 
follow-on offering of this embodiment (comprising the EQUITY CUSIP 610 and the Lower Unit 



A CUSIP 730) encompasses and subsumes the original tradeable unit acquiring IDS I CUSIP 
600 as its unique identifying number, simultaneous with the issuance of the follow-on offering. 
Modifying the ownership interest from the original IDS to the follow-on tradeable unit is done 
transparently to the holders. The holders' ownership interests are now in the follow-on tradeable 
unit, and are represented by the same unique CUSIP as before the follow-on unit issued. 

A holder of the IDS is a beneficial owner and has all ownership rights in the equity shares 
and debt represented by the IDS. Although not a preclusion to separation, a holder of an IDS 
may desire to sell the constituent components of equity and debt into an existing market. 
Accordingly, Figure 5 illustrates Process 500 which comprises the steps of separating the IDS. 
At step 510, a market for the underlying constituent components of equity and debt of an IDS is 
created in a financial marketplace. Typically, such a market is created by persons of skill in the 
art (e.g., underwriters, brokers-dealers or other financial institutions) by methods that are known 
to such persons. Before an underwriter, broker-dealer or other financial institution can effect a 
transfer of ownership permission is obtained, step 520, from the holder of the IDS. At step 530, 
the IDS is separated into its constituent components. Thereafter, at step 540, an ownership 
interest in the equity constituent, the debt constituent, or both constituents is transferred to a new 
holder. The holder of the IDS retains interest in the constituent components which were not 
transferred to the new holder. 

Thus, while there have been shown, described, and pointed out fundamental novel 
features of the invention as applied to several embodiments, it will be understood that various 
omissions, substitutions, and changes in the form and details of the illustrated embodiments, and 
in their operation, may be made by those skilled in the art without departing from the spirit and 
scope of the invention. Substitutions of elements from one described embodiment to another are 
also fully intended and contemplated. The invention is defined solely with regard to the claims 
appended hereto, and equivalents of the recitations therein. 



CLAIMS 

What is claimed as new and desired to be protected by Letters Patent of the United 

States is: 

1. An article suitable for trade as a unit, comprising: 

one or more equity shares in a company which is capable of paying dividends; 
and 

debt of the company which is interest bearing at a particular rate until a particular 
maturity date, said equity shares and said debt being represented by the unit in a 
prescribed way according to a predetermined ratio; 

wherein the unit provides direct ownership of said equity shares and said debt. 

2. The article of claim 1, wherein an identifying reference is associated with the unit. 

3. The article of claim 2, wherein the identifying reference has a unique number 
associated therewith to facilitate clearing and settlement of purchases and sales of the 
unit. 

4. The article of claim 1, wherein the debt comprises at least one instrument selected 
from the group consisting of: a note, a bond, a promissory note, an interest bearing 
obligation, and a debenture; and 

wherein the equity shares comprises at least one instrument selected from the group 
consisting of: common stock, preferred stock, and an ownership interest in the 
company. 

5. The article of claim 1 , wherein the unit represents the equity shares and the debt free 
of any trust certificate(s). 

6. The article of claim 1, wherein the debt is a subordinated debt. 

7. An article suitable for trade as a unit in a subsequent offering, comprising: 

one or more equity shares in acompany which is capable of paying dividends; 

a first debt of the company which is interest bearing at a particular rate until a 
particular maturity date; 

a second debt of the company which is interest bearing at the particular rate until 
the particular maturity date; and 



said first and second debts and the equity shares being represented by the unit in a 
prescribed way according to a predetermined ratio; 

wherein the unit provides direct ownership of said first and second debts and the 
equity shares. 

8. The article of claim 7, wherein one of the first debt and the second debt is included in 
the unit at one of a par value, an original issue discount, and an original issue 
premium. 

9. The article of claim 7, wherein the subsequent offering is for a quantity of units and 
wherein the second debt has an aggregate principal value within the unit which is in 
proportion to the quantity of units in the subsequent offering. 

10. The article of claim 7, wherein the first debt and the second debt are represented by a 
joint identifying reference associated with a sub-unit. 

1 1. The article of claim 10, wherein the equity shares and the sub-unit are represented by 
a joint identifying reference associated with the unit. 

12. The article of claim 1 1, wherein the joint identifying reference has a unique number 
associated therewith to facilitate clearing and settlement of purchases and sales of the 
unit. 

13. The article of claim 7, wherein the first and the second debts and the sub-unit each 
have a respective CUSIP number and wherein the unit has a CUSIP number that is 
different than said respective CUSEP numbers. 

14. The article of claim 7, wherein the first and second debts each comprise at least one 
instrument selected from the group consisting of: a note, a bond, a promissory note, 
an interest bearing obligation, and a debenture; and 

wherein the equity shares comprises at least one instrument selected from the group 
consisting of: common stock, preferred stock, and an ownership interest in the 
company. 

15. The article of claim 7, wherein the unit provides direct ownership of said equity 
shares and said debt free of any trust certificate(s). 

16. The article of claim 7, wherein at least one of the first debt and the second debt 
comprises a subordinated debt. 



An article suitable for trade as a unit, comprising: 

a quantity of equity shares in a company which is capable of paying dividends; 

an amount of debt of the company which is interest bearing at a particular rate 
until a particular maturity date; and 

a software reference associating the quantity of equity shares and the amount of 
debt to a single, unique number suitable for facilitating the clearing and settlement of 
any purchases and sales of the unit. 

The article of claim 17, wherein the unit provides direct ownership of said equity 
shares and said debt free of any trust certificate(s). 

A method of establishing an article suitable for trade as a unit in an offering by a 
company, comprising the steps of: 

defining a capitaKstructure for the unit which includes equity shares in the 
company and debt of the company in a predetermined ratio; 

submitting a request to register the equity shares and the debt for the offering by 
the company; 

requesting the association of the registered and equity shares debt together in a 
prescribed way according to the predetermined ratio; 

depositing the registered debt and equity shares together under a single, unique 
number suitable for facilitating the clearing and settlement of any purchases and sales 
of the unit; and 

offering the unit for purchase and sale. 
The method of claim 19, wherein the offering step comprises a public offering. 
The method of claim 19, wherein the equity shares are capable of paying dividends, 
and wherein the debt is interest bearing at a particular rate until a particular maturity 
date. 

The method of claim 19, wherein the offering is made free of any trust certificate(s). 
A method of establishing an article suitable for trade as a unit in a subsequent 
offering by a company, where a prior offering established a first unit representing 
equity shares and debt in a predetermined ratio, comprising the steps of: 

defining a capital structure for a second unit which includes additional equity 
shares in the company and additional debt of the company according to the 



predetermined ratio; 

for ' T '° re8iS ' er addi " 0nal *" Md «» deb, 

for the subsequent offering by the company 

of the company ln the predetermined ^ ^ ^ > 

requestmg the disassociation of the consritaem „„ 
first „ nit . constituent components represented by the 

justing the association of the constituent components together with the 
regtstered additiona, emrity shares and me addition, deb , m . prescribed way 
accordmg to the predetermined ratio; 

depositing the constituent components together with the registered additiona, 
qutty shares and the additiona, deb, under a sing,e, unique second „ uraber suitable 
^.tafing me Cearing and setfiemen, of any purahases and saies of a second 

offering the second unit for purchase and sale 

» dte un,t a, one of a par value, an origma, issue discoun,, and an origina. issue 
premium value. 

The method of claim 23, wherein me offering s.ep comprises a public offering 
The method of claim 23, wherein the firs, number and the second number are fine 
same unique number. 

The memod of claim 23, wherein the subsequent offering is made free of any trust 
certificate(s). 

A method of marketing constituent components of an article ma, is traded as a unit 
comprising the steps of: 

obtaining dominion over the unit from a holder of the unit, wherein a unique 
identify^ reference number is associated with the unit which jointly represents 
equity and debt of the company as its constituent components; 

separating the unit into the constituent components of equity and debt; and 
effecting the transfer of ownership of at least one of the equity and debt 
The article of claim 28, wherein the debt is a subordinated debt. 



An article suitable for trade as a unit, useful in a subsequent offering by a company, 
comprising: • 

a quantity of equity shares in the company which is capable of paying dividends; 

a first amount of debt of the company which is interest bearing at a particular rate 
until a particular maturity date; 

a second amount of debt of the company which is interest bearing at the particular 
rate until the particular maturity date; 

said first and second debts and the equity shares being represented by the unit in a 
prescribed way according to a predetermined ratio; and 

a software reference associating the quantity of equity shares and the amounts of 
first and second debt to a single, unique number suitable for facilitating the clearing 
and settlement of any purchases and sales of the unit. 



3 1 . The article of claim 30, wherein the unit provides direct ownership of said equity shares 
and said first and second debts free of any trust certificate(s). 
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ABSTRACT 



=) An article suitable for trade as a unit in a financial offering by a company, representing 
in a predetermined ratio both equity and debt, while providing direct ownership of the equity and 
debt. The debt is interest bearing at a particular rate until a particular maturity date. An article 
suitable for trade as a unit in a subsequent offering further includes a second debt, which is interest 
bearing at the same particular rate until the same particular maturity date as the first debt. A 
software reference can associate the equity and debt(s) of the unit to a unique number that is suitable 
for facilitating the clearing and settlement of purchases and sales. The unit provides direct 
ownership of the equity and debt without an intervening holding entity or the need for trust 
certificates. Methods establishing such units and for decomposing them are described. 
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(PATENT) 



IN THE UNITED STATES PATENT AND TRADEMARK OFFICE 



In re Patent Application of: 
Earl Rotman et al. 

Application No.: 10/709,329 Confirmation No.: 3328 

Filed: April 28, 2004 Art Unit: 3628 

For: SYSTEM AND METHOD FOR CREATING Examiner: Nguyen, Nga B 
TRADEABLE FINANCIAL UNITS 



SUBMISSION OF REPLACEMENT DRAWINGS 

MSPGPUB 

U.S. Patent and Trademark Office 
201 1 South Clark Place 
Crystal Plaza Two, Lobby, Room 1B03 
Arlington, Virginia 22202 

Sir: 

Enclosed herewith are replacement drawings (8 sheets; Figures 1, 2, 3, 4, 5, 6, 7 and 
8) for inclusion in the publication of the above-identified application. 

Upon review of the image file wrapper at the United States Patent and Trademark 
Office, Applicant does not see copies of the drawing sheets submitted with the application on the 
filing date of April 28, 2004. 

Drawings were included with the application at the time that it was filed. 
Specifically, this application was filed electronically using software which was authorized by the 
U.S. Patent and Trademark Office. At the time that this application was dispatched to the 
U.S.P.T.O., it included eight (8) sheets of drawings. If those drawings are not present in the 
U.S.P.T.O. file, they were lost at the U.S.P.T.O. or obliterated at the time that the U.S.P.T.O. 
received the electronic file. In either case, the drawings were present at the time of filing. 

Second, Applicant believes that drawings are not necessary for the understanding of 
the subject matter sought to be patented. They were provided in the present instance as a 

Serial No.: 10/709,329 Docket No.: 2O107/12O0838-US1 

- 1 - 
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convenience in understanding the description. In fact, the drawings could be derived entirely 
from the description. 

Nevertheless, drawings are being submitted with the present application in order to 
permit early publication, which has been requested. The Applicant intends to file a petition, in 
the U.S.P.T.O., in the event of any denial of the original filing date. 



Dated: July 15, 2004 




Richard J. Katz 
Registration No. 47,698 
Attorney for Applicants 
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Office Action Su 




Application No. 

10/709,329 



Examiner 

Nga B. Nguyen 



Appiicant(s) 



ROTMAN ET AL. 



Art Unit 

3628 



is/are withdrawn from consideration. 



- The MAILING DATE of this communication appears on the cover sheet with the correspondence address ~ 
Period for Reply 

A SHORTENED STATUTORY PERIOD FOR REPLY IS SET TO EXPIRE 3 MONTH(S) FROM 
THE MAILING DATE OF THIS COMMUNICATION. 

- Extensions of time may be available under the provisions of 37 CFR 1 .136(a). In no event, however, may a reply be timely filed 
after SIX (6) MONTHS from the mailing date of this communication. 

- If the period for reply specified above is less than thirty (30) days, a reply within the statutory minimum of thirty (30) days will be considered timely. 

- If NO period for reply is specified above, the maximum statutory period will apply and will expire SIX (6) MONTHS from the mailing date of this communication. 

- Failure to reply within the set or extended period for reply will, by statute, cause the application to become ABANDONED (35 U.S.C. § 1 33). 
Any reply received by the Office later than three months after the mailing date of this communication, even if timely filed, may reduce any 
earned patent term adjustment See 37 CFR 1.704(b). 

Status 

1 )E<] Responsive to communication(s) filed on 28 April 2004 . 
2a)D This action is FINAL. 2b)KI This action is non-final. 

3) D Since this application is in condition for allowance except for formal matters, prosecution as to the merits is 

closed in accordance with the practice under Ex parte Quayle, 1935 CD. 1 1 , 453 O.G. 21 3. 

Disposition of Claims 

4) £<] Claim(s) 1-31 is/are pending in the application. 

4a) Of the above claim(s) 

5) D Claim(s) is/are allowed. 

6) I3 Claim(s) 1-31 is/are Yeiected. 

7) D Claim(s) is/are objected to. 

8) D Claim(s) are subject to restriction and/or election requirement. 

Application Papers 

9) D The specification is objected to by the Examiner. 

10)D The drawing(s) filed on is/are: a)Q accepted or b)D objected to by the Examiner. 

Applicant may not request that any objection to the drawing(s) be held in abeyance. See 37 CFR 1.85(a). 

Replacement drawing sheet(s) including the correction is required if the drawing(s) is objected to. See 37 CFR 1 .121(d). 
1 1 )□ The oath or declaration is objected to by the Examiner. Note the attached Office Action or form PTO-1 52. 

Priority under 35 U.S.C. § 119 

12)Q Acknowledgment is made of a claim for foreign priority under 35 U.S.C. § 1 19(a)-(d) or (f). 
a)DAII b)D Some * c)Q None of: 

1 0 Certified copies of the priority documents have been received. 

2.D Certified copies of the priority documents have been received in Application No. . 



3.D Copies of the certified copies of the priority documents have been received in this National Stage 
application from the International Bureau (PCT Rule 17.2(a)). 
* See the attached detailed Office action for a list of the certified copies not received. 
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4) |2<j Interview Summary (PTO-413) 

Paper No(s)/Mail Date. . 

5) CD Notice of Informal Patent Application (PTO-1 52) 

6) □ Other: . 
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Application/Control Number: 10/709,329 Page 2 

Art Unit: 3628 

DETAILED ACTION 

1 . This Office Action is the answer to the communication filed on April 28, 2004, 
which paper has been placed of record in the file. 

2. Claims 1-31 are pending in this application. 

Information Disclosure Statement 

3. The information disclosure statement (IDS) submitted on May 6, 2004 and July 
15, 2004 are being considered by the examiner. 

Claim Rejections - 35 USC § 101 

4. 35 U.S.C. 101 reads as follows: 

Whoever invents or discovers any new and useful process, machine, manufacture, or composition of 
matter, or any new and useful improvement thereof, may obtain a patent therefor, subject to the 
conditions and requirements of this title. 

5. Claims 1-31 are rejected under 35 U.S.C 101 because the claimed invention is 
directed to non-statutory subject matter, particularly, an abstract idea. 

The claims, as presently claimed and best understood were reconsidered in light 
of the "Examination Guidelines for Computer-Related Inventions" and were found to be 
non-statutory. Discussion of the analysis of the claims under the guidelines follows. 

Claims 1-31 merely manipulate an abstract idea that is not within the 
technological arts. Mere ideas in the abstract (i.e., abstract idea, law of nature, natural 
phenomena) that do not apply, involve, use, or advance the technological arts fail to 
promote the "progress of science and the useful arts" (i.e., the physical sciences as 



Application/Control Number: 10/709,329 Page 3 

Art Unit: 3628 

opposed to social sciences, for example) and therefore are found to be non-statutory 
subject matter. 

As to claims 1-31 , the claimed invention is not implemented on a specific 
apparatus, therefore, the invention is not directed to the technological arts. To be 
statutory, the utility of an invention must be within the technological arts. The definition 
of "technology" is the "application of science and engineering to the development of 
machines and procedures in order to enhance or improve human conditions, or at least 
to improve human efficiency in some respect." (Computer Dictionary 384 (Microsoft 
Press, 2d ed. 1994)). When one looks to the present specification to determine what 
the applicant has invented, the invention appears not to be implemented on any specific 
apparatus. It is clear that the claimed invention are intended to be directed to the 
abstract method apart from the apparatus for performing the method. 

Moreover, as to claims 1-18, 30, and 31, the claimed invention is implemented as 
Non-Functional Descriptive Material Per Se. Where certain types of descriptive material, 
such as music, literature, art, photographs and mere arrangements or compilations of 
facts or data, are merely stored so as to be read or outputted by a computer without 
creating any functional interrelationship, either as part of the stored data or as part of 
the computing processes performed by the computer, then such descriptive material 
alone does not impart functionality either to the data as so structured, or to 
the computer. Such "descriptive material" is not a process, machine, manufacture or 
composition of matter. (Data consists of facts, which become information when they are 
seen in context and convey meaning to people. Computers process data without any 



* 



Application/Control Number: 10/709,329 Page 4 

Art Unit: 3628 

understanding of what that data represents. Computer Dictionary 210 (Microsoft Press, 
2d ed. 1994).) 

Therefore, claims 1-31 are non-statutory, because they are directed solely to an 
abstract idea without practical application in the technological arts. 

Claim Rejections - 35 USC § 102 

6. The following is a quotation of the appropriate paragraphs of 35 U.S.C. 102 that 
form the basis for the rejections under this section made in this Office action: 

A person shall be entitled to a patent unless - 

(e) the invention was described in (1) an application for patent, published under section 
122(b), by another filed in the United States before the invention by the applicant for patent or 
(2) a patent granted on an application for patent by another filed in the United States before 
the invention by the applicant for patent, except that an international application filed under 
the treaty defined in section 351(a) shall have the effects for purposes of this subsection of an 
application filed in the United States only if the international application designated the United 
States and was published under Article 21 (2) of such treaty in the English language. 

7. Claims 1-31 are rejected under 35 U.S.C. 102(e) as being anticipated by Cleary, 
Gottlieb, Steen & Hamilton (hereinafter CGSH), "U.S Federal Income Tax Issue Related 
to Income Deposit Securities." 

Regarding to claims 1-31 , CGSH discloses an article suitable for trade as a unit 
and a method of establishing an article suitable for trade as a unit in an offering by a 
company as claiming in the claimed invention (see entire document). 

Conclusion 

8. Claims 1-31 are rejected. 



Application/Control Number: 1 0/709,329 Page 6 

Art Unit: 3628 

(703) 308-3691 (for informal or draft communication, please label 
"PROPOSED" or "DRAFT"). 

Hand-delivered responses should be brought to Crystal Park 5, 2451 Crystal 
Drive, Arlington, VA, Seventh Floor (Receptionist). 



Nga B. Nguyen 
August 1 0, 2004 



USPTO J.2/3/2004 3:59 PM PAGE 1/001 _ Fax Server 

TO: Auto-reply fax to 212 75^^237 COMPANY: f | 




Auto-Reply Facsimile Transmission 



TO: 

Fax Information 
Date Received: 
Total Pages: 



Fax Sender at 212 753 6237 



12/3/2004 3:44:37 PM [Eastern Standard Time] 
59 (including cover page) 



ADVISORY: This is an automaticaily generated return receipt confirmation of the facsimile transmission received by 
the Office. Please check to make sure that the number of pages listed as received in Total Pages above matches 
what was intended to be sent. . Applicants are advised to retain this receipt in the unlikely event that proof of this 
facsimile transmission is necessary. Applicants are also advised to use the certificate of facsimile transmission 
procedures set forth in 37 CFR 1.8(a) and (b), 37 CFR 1.6(f). Trademark Applicants, also see the Trademark 
Manual of Examining Procedure (TMEP) section 306 et seq. 



Received 
Cover 
Page 



12/03/2004 15:44 FAX 212 753 6237 



0ARBY 6 OARBY PC 



3001/053 



FAX TRANSMISSION 



DATE: December 3, 2004 



4- 



pTO IDENTIFIER: Application Hu mtoer 1 0/709,32 P-Coof. #3328 

Patent Number 
Inventor Earl Rotraan ct ol. 



MESSAOE TO: US Patent and Trademark Office 
PAX NUMBER: (703) 872-9326 



FROM: DARBY &. DARBY P.C. 
Richard J. Kan 

PHONE: a 12) 527-7700 

Attorney Dkt #: 201O7/1200838-US1 



PAGES (including Caver 8 Meet): 
CONTENTS 



59 



Transmittal Farm (I pate) I 
Pee Transmittal (1 page) 

Amendment to Reipanre to N co-Final Office Action (26 pigst) 
AnKndmeni Transmittal (I page) 

Declaration Under 37 CPR Section 1:1131 (Schwner, Boaoa and Ratm*n, including Exhibit A 
(27 ptgn)) 



It your receipt of this transmission it in error, please nodfy this firm immediately by collect 
call co sender nt {2 12) 527-7700 and send tha origins j Uuntrnution to us by return mail at 
the nddreu below. 

This transmission fa intended for the sole use of the individual acid entity to whom it 
is addressed, and may contain information chat b privileged, confidential and exempt 
from dlaclocure under applicable law. Yon are hardby notified that any dissemination, 
distribution or dupHeadon of tins transmission by someone other than the In te n de d 
addretae* or its designated agent m strictly prohibited. 

DARBY A DARBY P.C 

P.O. Box 6257, New York, Now York 101 l 5O-5257 
Telephone: (212) 527-7700 Faculmlto: (212) 733-6237 




; ) 




PTO/SB/97 (09-04) 
Approved for use through 07/31/2006. OMB 0651-0031 
U. S. Patent and Trademark Office; U.S. DEPARTMENT OF COMMERCE 



Under the Paperwork Reduction Act of 1995. no persons are required to respond to a collection of information unless it displays a valid OMB control number 



.Application No. (if known): 10/709,329 



Attorney Docket No. : 201 07/1 200838-US 1 



Certificate of Transmission under 37 CFR 1.8 



I hereby certify that this correspondence is being facsimile transmitted to the United 
States Patent and Trademark Office. 



on 



December 3, 2004 



Date 



MS Amendment 
Commissioner for Patents 
P.O. Box 1450 
Alexandria, VA 22313-1450 




Signature 
ALMA D. CLEM EN A 



Typed or printed name of person signing Certificate 



Registration Number, if applicable 



Telephone Number 



Note: Each paper must have its own certificate of transmission, or this certificate must 
identify each submitted paper. 

Transmittal Form (1 page) 
Fee Transmittal (1 page) 

Amendment in Response to Non-Final Office Action (26 pages) 
Amendment Transmittal (1 page) 

Declaration Under 37 CFR Section 1.1131 (Schreier, Berson and Rotman, 
including Exhibit A (27 pages)) 



2 



12/03/2004 15:57 FAX 212 753 G237 



o 



DARBY S DARBY PC 



i|j tli «Ji 4.1 ■ * I J lit I ^ I a 

*T* *T* *^ *^ 

*** TX REPORT *** 

J/ J,* -J^ ilj *A* "A* - 1 > «Xr •A' " I " ■! ■ * I * * I * 

'T* ^P* 'T* 



Igj 00 1 



n 



TRANSMISSION OK 
TX/RX NO 

RECIPIENT ADDRESS 
DESTINATION ID 
ST. TIME 
TIME USE 
PAGES SENT 
RESULT 



1120 

##423G55#17038729326 

12/03 15:44 
13*35 

59 
OK 




/I. cL 




FAX TRANSMISSION 



DATE: December 3, 2004 



PTO IDENTIFIER: Application Number 

Patent Number 
Inventor: Earl Rotman et al. 



10/709,329-Conf. #3328 



MESSAGE TO: US Patent and Trademark Office 

FAX NUMBER: (703) 872^9326 



FROM: 



DARBY & DARBY P.C. 
Richard J. Katz 



PHONE: (212)527*7700 

Attorney Dkt. #: 20 107/1 20083 &MJS I 



PAGES (Including Cover Sheet): 59 



CONTENTS: 



Transmittal Form (1 page) i 
Pee Transmittal (1 page) 

Amendment in Response to Non-Final Office Action (26 pages) 
Amendment Transmittal (1 page) 

Declaration Under 37 CFR Section 1.1 131 (Schreier, Berson and Rotman, including Exhibit A 
(27 pages)) 



If your receipt of this transmission is in error, please notify this firm immediately by collect: 
call co sender at (212) 527-7700 and send the original] transmission to us by return mail at 
the address below. 

This transmission is intended for the sole use of the individual and entity to whom it 
is addressed, and may contain information that is privileged, confidential and exempt 
from disclosure under applicable law. You are hereby notified that any dissemination, 
distribution or duplication of this transmission by someone other than the intended 
addressee or its designated agent is strictly prohibited- 



n 



AMENDMENT TRANSMITTAL LETTER 


Docket No. 
20107/1200838-US1 


Application No. 
10/709,329-Conf.#3328 


Filing Date 
April 28, 2004 


Examiner 
N. B. Nguyen 


Art Unit 
3628 


Applicant(s): Earl Rotman et al. 


Invention: SYSTEM AND METHOD FOR CREATING TRADEABLE FINANCIAL UNITS 



TO THE COMMISSIONER FOR PATENTS 

Transmitted herewith is an amendment in the above-identified application. 
The fee has been calculated and is transmitted as shown below. 



CLAIMS AS AMENDED 




Claims 
Remaining 

After 
Amendment 


Highest 
Number 
Previously 
Paid 


Number 
Extra Claims 
Present 


Rate 




Total Claims 


74 


- 31 = 


43 


x 18.00 


774.00 


Independent 
Claims 


15 


- 7 


8 


x 88.00 


704.00 

■ 


Multiple Dependent Claims (check if applicable) | [ 




Other fee (please specify): 




TOTAL ADDITIONAL FEE FOR THIS AMENDMENT: 


1,478.00 j 



| | Small Entity 



1,478.00 



[x] Large Entity 

| | No additional fee is required for this amendment 

fx] Please charge Deposit Account No. 04-0100 j n the amount of $ 

A duplicate copy of this sheet is enclosed. 

I I A check in the amount of $ to cover the filing fee is enclosed. 

| | Payment by credit card. Form PTO-2038 is attached. 

fx] The Director is hereby authorized to charge and credit Deposit Account No. 04-0100 
as described below. A duplicate copy of this sheet is enclosed. 

fx] Credit any overpayment. 

fx] Charge any additional 1ping or application processing fees required under 37 CFR 1 .1 6 and 1 .17. 

Richard J: Katz ~# 
Attorney Reg. No.: 47,698 

DARBY & DARBY P.C. 
P.O. Box 5257 

New York, New York 10150-5257 
(212) 527-7717 




Dated: December 3, 2004 



{W:\20107\1200838us1\00314058.doc llflllDIUDHIIIIIDlliBB } 



This Page is Inserted by IFW Indexing and Scanning 
Operations and is not part of the Official Record 



Defective images within this document are accurate representations of the original 



Defects in the images include but are not limited to the items checked: 



LT BLACK BORDERS 

□ IMAGE CUT OFF AT TOP, BOTTOM OR SIDES 

□ FADED TEXT OR DRAWING 

□ BLURRED OR ILLEGIBLE TEXT OR DRAWING 

□ SKEWED/SLANTED IMAGES 

□ COLOR OR BLACK AND WHITE PHOTOGRAPHS 

□ GRAY SCALE DOCUMENTS 

□ LINES OR MARKS ON ORIGINAL DOCUMENT 

□ REFERENCE(S) OR EXHIBIT(S) SUBMITTED ARE POOR QUALITY 

□ OTHER: 

IMAGES ARE BEST AVAILABLE COPY. 
As rescanning these documents will not correct the image 
problems checked, please do not report these problems to 
the IFW Image Problem Mailbox. 



BEST AVAILABLE IMAGES 



documents submitted by the applicant. 




